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1CHAPTER I
INTRODUCTION
The property market in Hong Kong is affected not only
by the overall economy but also by the political situation.
Hong Kong has survived and flourished in an atmosphere of
uncertainty. Having been regarded as secure in the long
term because of the Territory's usefulness to China, the
current prevailing sense of uncertainty for Hong Kong's
future cannot be easily removed and has become a cause for
short term speculation. The effect on investment,
especially in property, has been consistent with this view.
Developers prepare short-term planning and avoid making
long-term commitments. To develop properties for selling
with the intention of achieving quick profits has always
been their prime concern. With such speculative attitudes,
it is inevitable that most of the developers will make
some hasty decisions in purchase of land.
For the past several years, property development in
Hong Kong has commanded more importance in the financial
sector in that a large portion of loans .made by banks and
deposit-taking companies was claimed to be rendered to
developers. The Hong Kong Government is accused of-creating
such an artificially high level of property prices by
controlling the supply of land. On the other hand the
Government has announced its policy on the supply of
industrial land. In order to enhance the manufacturing
2
industries and make investment in Hong Kong more
attractive, the Government will provide more industrial
land to the market for developing more reasonably-priced
industrial premises.
Kowloon Bay Reclamation Area is planned mainly for
industrial development under Government guidelines in
increasing the supply of industrial land to stabilize
the land price. Habitually, the manufacturers remain
heavily concentrated in the metropolitan areas. Kowloon
Bay is located between the two existing and important
industrial areas, Kwun Tong and Sun Po Kong. The town
planning principal of balanced development is also taken
into consideration in that public housing projects are
planned in the surrounding areas. This concept is to
keep a balance between the local employment opportunities
and the number of resident workers.
The Government commenced the land sale programme by
auctions in 1980. However, the developments in Kowloon
Bay have progressed very slowly, and the Government's
objectives to create a new industrial area in Kowloon Bay
have hardly come true. In this report, the causes for
the above phenomenon are studied and investigated.
Developers are also blamed for this and the formulation
of their policies and stratoies for investments are
reviewed thoroughly. Their participation in industrial
development in Kowloon Bay Reclamation Areas is a
typical case-study for such review.
CHAPTER II
METHODOLOGY
Adequate information will be collected. The sources
of information will be most likely from the articles
or government reports related to this subject. Actual
data, such as the results of land auctions and cash
tenders, will be collected,and calculations will be made
in order to make it easier to understand. A provisional
plot ratio and accomodation value to indicate the
development potential for each industrial lot will be
calculated to show the market trend for industrial land
sale in-Kowloon Bay. The data and material will be
reviewed carefully to ensure that such are relevant to
this report.
Various town plans are attached to this report to
indicate the comprehensiveness of the Outline Development
Plan for this area. Further, they show how the Town
Planning Department has rezoned certain lots to other
uses other than industrial Graphs and other statistical
tables are used in order to show the significance of these
-facts.
During the process of reviewing the developer's
investment policies, illustrations, such as how a
feasibility study and financial analysis are generally
prepared, are also consi dered necessary. An ana] ysis
will be made on how the developers formulate their
investment strategies in practice. Throughout this
exercise, problematic areas will be identified. Finally,
the constructions and recommendations made in this report
will include both suggestions on the formulation of
investment strategies for the developers and recommenda-
tions for the revision of Government policies towards
the overall development for Kowloon Bay Area.
CHAPTER III
THE TOWN PLAN
The Town Plan for Kowloon Bay Reclamation Areas aims
at providing sufficient industrial land and
adequate local employment opportunities in a convenient and
attractive environment by 1985.
The creation of a reasonably self-contained industrial
community will meet the basic needs of the industrialists
and provide them with land holdings of various size. The
town planner anticipates that the neighboring industrial
areas, such as Kwun Tong, Ngan Tau Kok and Hung Hom,are
becoming saturated.
Shaping an Industrial Community
Kowloon Bay Reclamation Areas are planned to be a
well-shaped meaningful community in which the town planning
mix has been created with sufficient thought for
balanced development. This is consistent with the
Government's policy objectives in the supply of
industrial land. It is also guided by the concept of
'balanced development', which proposes to equate the number
of local employment opportunities with the number of
resident workers. In particular, this can help to minimize
interzonal travel demands. Although the concept of
balanced development should remain a long-term goal, past
trends indicate that a high degree of worker mobility is
likely to be the general pattern for some years to come.
Kokloon Bay lamation Arras are peasouably accessible
t o the residential districts in Kowloon.
Land requirements for flatted factory
development relate to forecasts of manufac-
turing workers rather than to potential
effective market demand. 1
The Special Committee on Land Supply is an advisory
committee to the Governor on formulation of policies in
land supply. Their opinion on the forecast of land
requirements for flatted factory development indicates
that labor resources are essential for the development of
an industrial community. This area is comprehensively
designed so that adequate communal f acilities are also
provided These include clinics, fire stations, police
stations, open spaces and a bus terminus- all conveniently
located for the easy access of the workers.
Development of the Area will progress in orderly
stages from the centre,and the Government's land sale
programme will offer a consistent supply of land pieces.
Special attention has been paid to the design of a road
system to serve this area and connect to other major
residential districts in Kowloon. Vehicular traffic,
separated from pedestrian movement, will be confined to a
system of one way streets except those major roads.
1 "Land for Manufacturing Industry" Report of the
Special Committee on Land Supply to His Excellency the
Governor. Hong Kong, March 1983. P.17
Guidelines for land Use
As usual, the land in Kowloon Bay Reclamation Areas
is zoned for industrial, residential, commercial,
government, community uses and open space. Land set aside
for offensive use, such as storage for dangerous cargoes, is
segregated from the main districts as much as possible. In
order to provide an adequate labor force, a site f or the
public housing estate is planned.
According to the Outline Development Plan for this area
proposed by the Town Planning Office in 1978, the total
development area for Kowloon Bay is 208.75 hectacres. A
schedule of uses for various zones is stated in Table 1.
Amongst all, 25.65% of the land is zoned for industrial
use. Illustration 1 shows the different uses of the
lots in this area and indicates a balanced development for
this industrial community.
Guidelines for the Environment
In the planning, design and development of Kowloon Bay
Reclamation Areas, reasonable priority is being given to
all aspects of the environment. All new buildings will be
serviced by piped, treated water and a sewage disposal
system, which will be systematically extended throughout
the whole community. Pollution will be controlled by the
introduction of modern.waste-disposal schemes.
A landscape plan has been prepared to serve as.a guide
for the detailed design of the area. Ready access will be
provided to the areas of greenery- public local or district
open space, which occupies 15.06% of the land in Kowloon
Bay. Special attention has been paid to the final
arraugement of open space to serve the area as a whole.
ILLUSTRATION 1
OUTLINE DEVELOPMENT PLAN OF
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TABLE 1
THE SCHEDULE OF USE AND AREAS
FOR OUTLINE DEVELOPMENT





Special Residential 9.23 4.42
Government Reservation 15.7232.82
Institution and Community 1.28 0.61
Public Local Open Space 10.76 5.16
20.67Public District Open Space 9.90
Industrial 25.6553.54
Amenity Area 1.483.08
Other Specified Uses 21.51 10.30
Roads, Pedestrian Ways, etc. 25.6053.44
Total Development Area 208.75 100.00
Sources: Town Planning Office. Kowloon Planning Area 17




The Government commenced the land sales programme
for the industrial lots in Kowloon Bay in the fourth
quarter of 1980. Manufacturing industries were formerly
concentrated in the metro?politan areas and the
established industry zones. The Government wishes to
encourage the decentralization of the manufacturing
sector to the New Territories and other new developing
areas such as Kowloon Bay. Attractive payment terms
were proposed for those lots to be auctioned in the
above-mentioned areas. Other than the interest in
diversification, it is also the Government's objective
to supply adequate industrial sites, which will
eventually lead to a stabilization of land prices.
Particulars and Conditions of Salel
The Particulars and Conditions of Sale by Public
Auction of those industrial lots in Kowloon Bay have
been carefully drafted to ensure that the buildings to
be constructed thereon are of high specifications. In
general, the following conditions are incorporated.
1 Proforma Agreement and Conditions of Sale drafted by
Registrar General's Department (Land Office), Hong
Kong.
Building Covenant.
The latest completion date and minimum construction costs
to be expended for the development are stipulated.
Usually, four calendar years are allowed for the land
purchaser to complete the construction.
User
Any building to be erected thereon shall not be used for
any purpose other than industrial or godown purpose or
both. No offensive trade as defined under the Public
Health and Urban Services Ordinance is allowed. Amongst
them, some lots are only restricted for godown purpose
and some are particularly to be used as godown for
dangerous cargoes.
Type of Building
Buildings are to be erected to accommodate factories, or
godowns or both with ancillary offices, canteen and
welfare facilities for workmen employed on the lot. The
said canteen and welfare facilities shall have no
independent or direct access, from any public road.
Sometimes, there is a stipulation for the Developer to
build a certain portion of the factories at an indicated
size range, mostly less than 750 m2. This-is to
encourage development of flatted factory of reasonable
sizes.
Height
As the industrial lots in Kowloon Bay Are proximite to
the Airport, a height restriction for the buildings to be
erected thereon is not unreasonable.
Parking Space
Adequate space shall be provided for the maneuvering,
parking, loading and unloading of vehicles at the rate
of not less than one parking space for each 460 square
metres of development area. Loading and unloading
platforms for goods handling should be provided. Further,
space shall also be provided particularly for the parking
of container trailers with minimum turning circle and
headroom to be designed.
Anti-nuisance Provisions
No trade.is permitted on the lot that may be or become a
nuisance to the owners or occupiers of any adjoining
lots.
Anti-pollution Provisions
No machinery, furnance, boiler or other plant or process
of manufacture or treatment is allowed to be installed
that may discharge any noxious, harmful or corrosive
matter, if excessive in the opinion of the Commissioner
for Labour.
Land Sales Programme
The land sales programme for Kowloon Bay commenced
in the last quarter of 1980 with attractive payment terms
attached, in that 40% of the land price had to be paid
upon signing the Conditions of Sale. The remaining 60%
was to be paid by ten equal annual instalments with
interest at 5% per annum. As a result, 16 lots were
successfully sold at the Public Auctions. The total site
area for these lots were 50,217 square meters or 9.38%
of the total development area for industrl.al use IT)
Kowloon Bay. This was attributed to the low interest
package, as the prevailing interest rate was around 12%
per annum. As a rule of thumb, the real value of these
lots was almost 20% less than the actual auction price,
assuming that the instalments are discounted at 14% per
annum and net present value is calculated accordingly.
The Government ceased to offer such attractive
payment terms at the end of 1980. Twenty-nine lots
were sold at the Public Auctions with a total site area
of 71,542 square meters or 13.36% of the total develop-
ment area for industrial use. Half of the lots are
small with site area less than 2,000 square meters. The
Government had programmed in 1981 to sell two to four
industrial lots every month. When approaching the last
quarter in 1981, the sales programme was revised by
offering one to two lots for auction every month.
The sales program for the industrial lots was slowed
down tremendously in 1982. Yet eight out of ten lots
were successfully sold, and the two remaining lots were
withdrawn in the public auction for special use- godown
for dangerous goods. Six lots were sold in the first
half of 1982 and the remaining two were transacted in the
second half. Total site area for these lots is 29,033
square meters representing 5.42% of the total development
area for industrial use.
In 1983, the Government initiated a more flexible
land sales programme. Only one industrial lot was sold
in the Public Auction. The site area was 6,009 square
meters or I. 13% of the total devel opment area in howloon
Bay. Lots for other uses were also offered for sale in
the form of cash tender. One lot to be developed for a
petro-filling station and one for a Home-Ownership
Scheme were tendered out. No interest was shown for
lots for commercial use and multi-storey carpark.' As
a whole, 29.28% of the total development area for
industrial use was sold. The spread of transaction is
shown in IllustrationS2 and 3.
ILLUSTRATION 2
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The provisional land sales programme in the first
quarter 1984 is published by the Land Office as Table 2.
It indicates that no industrial lots were offered except
two lots with special user restriction- godown for
dangerous goods. Other lots programmed for sale by
auction or cash tender are mainly for commercial use.
This fully reflects the Government's policies in slowing
down the land sales programme for industrial lots in this
area and encouraging the development of other types. All
these lots will not be available for auction or tender
unless the developers have applied to the Land Office
indicating their interest.
Analysis of Auction Results
In order to make comparisons of the auction results
of the various industrial lots in Kowloon Bay, the plot
ratio 1 and accommodation value 2 of each lot was
calculated. The plot ratio for the buildings to be
erected on the lot is the development potential permitted
under the Building Ordinances. In light of other
restrictions to the lot, such as height limit and site
coverage restrictions, the maximum plot ratio permitted
might not be achieved. The plot ratio stated in
Table 3 is the best possible solution for the potential
development of the respective sites. The total gross
floor area possible-for development is simply to multiply
1 Plot ratio is the ratio of the total gross floor area
of the building to the area of the site.
2 Accommodation value is the land value converted to
dollars per square foot of the potential gross floor
area that is possible on the site.
TABLE 2
PROVISIONAL LAND SALES FORECAST
BY AUCTION OR CASH TENDER ON APPLICATION







3, 050Dangerous Goods Godown5922
Dangerous Goods Godown 4,7365923
Commercial+5945
Public Lorry/Car Park 4,930
Commercial+5981
Public Lorry/Car Park 4,930
Source: Land Sales Programme published
quarterly by Land Office, Hong
Kong Government.
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the plot ratio to the site area. By using the
'accommodation value' approach, comparisons can easily
be made by analysing sales of land as dollars per square
foot of the potential gross floor area that is possible
on the site.1 In other words, the accommodation value
is derived by converting the land purchase price to the
purchase price of the total gross floor area possible
for the new building. It must be appreciated that this
approach is a rule-of-thumb calculation for simplifying
comparisons between different sites. It cannot replace
detailed consideration of the potential of a site, as
it does not cater for varying site areas and the ratio
of salable floor space to gross floor area, or so called
building efficiency. However, assuming the building
efficiency of industrial developments are within a
reasonable range, the comparison of accommodation value
is accurate enough.
Table 3 shows the auction results of industrial lots
in Kowloon Bay Reclamation Areas. All lots sold in the
last quarter of 1980 were unexpectedly high as most of
the developers were over-ambitious on the future outlook
of the overall development for this new industrial zone.
Accommodation value for industrial/godown lots were in
the average of $270, which was almost equivalent to the
prevailing price for the completed industrial buildings
in the New Territories. The godown lots were also sold
in the same price range with one exception N.K.I.L. Lot
1 P. J. Roberts Residual Method of Valuation of Develop-
ment Land, Valuation of Development Land in Hong Kong
3rd edition. Hong Kong University Press 1981. P. 48
No. 581. was sold at $300 as the accommodation valLIC.
This was attributed to the limited supply of godown lots
with marine rights, which is claimed to be one advantage
for development of godowns. It was also true that
accommodation value for smaller sites is ten percent
higher than larger sites.
The land sale boom of industrial lots continued in
the first two public auctions held in 1981. then started
to slip gradually to the $190 level, a 30% decrease in
land price. This trend continued toward the last
quarter of 1981, when the accommodation value for the
industrial lot was only at the $100 level, or a 64%
decrease in land price as compared to those transactions
of 1980. Since then, the Government has rescheduled its
land sales programme in Kowloon Bay. The accommodation
value decreased to $70 toward the end of the first
quarter of 1982. Two lots specifically designed for
dangerous goods godown-aroused no interest and were
withdrawn from auction. In October 1982, one industrial
lot was sold at the accommodation value of $32, almost
one-tenth of the value of those lots sold in 1980. It
is interesting that the larger sites were worth a higher
value as the end-users preferred larger sites because of
the scale of economy and the higher building efficiency
for bulky buildings.
The market responses for the industrial lots in
Kowloon Bay and other areas were deadly quiet. Only one
industrial lot was successfully auctioned in 1983 at an
accommodation value of $27, which was considered to be
numinal for developers. Illustration 3 indicates the.
locality and extent of the industrial lots sold since
the commencement of land sales programme for this area
in 1980. Several lots for use other than industrial
were also sold in 1983, which are listed in Table 4.
Such lots were sold in cash tender form. However, two
lots for commercial and multi-storey carpark were
withdrawn.
In the public auction held on 18th January, 1984,
an industrial lot, originally sold in 1980 at $300, was
sold to a Chinese interest at an accommodation value of
$84. This lot has since been reauctioned, and the last
purchaser has defaulted in the payment. However, this
cannot fully reflect the market recovery because it is
suspected that the Purchaser has paid a premium to
acquire this lot in order to combine the adjoining site
for a more extensive godown development.
Plot Ratio
Auction Lot No. Site Area User Auction Accommodation Value
(NKIL) (m2) Price Provided (Basis Adjusted A.P.)
(about)
19/9/80 5803 3,080 Industrial/Godown $118M 11.00 $272
5804 3,345 Industrial/Godown 125M 11.00 265
5805 5,477 Godown 170M 11.00 220
5806 5,812 Godown 180M 11.00 220
20/10/805809 3,230 Industrial/Godown 103M 11.00 226
5810 3,299 Industrial/Godown 84M 8.80 270
5811 2,942 Industrial/Godown 52M 4.80 287
5812 4,115 Godown 76M 4.80 300
14/11/80 5824 2,349 Industrial/Godown 85M 10.30 274
5825 1,894 Industrial/Godown 62M 10.30 248
5827 1,496 Industrial/Godown 57M 10.70 278
18/12/80 5813 4,293 Godown for danger- 61M 4.80 231
ous cargoes
5826 2,245 Industrial/Godown 76M 9.50 278
5828 1,508 Industrial/Godown 63M 10.70 305
5829 2,612 Industrial/Godown 103M 10.70 288
5830 2,520 Industrial/Godown 107M 9.90 335
THE RESULETS OF LAND AUCTIONS IN
KOWLOON BAY RECLAMATION AREAS
TABLE 3







15/1/81 5831 1,447 Industrial/Godown $50.OOM 10.50 $305
5832 1,447 Industrial/Godown 49.00M 10.50 300
5833 3,317 Industrial/Godown 99.00M
9.40 295
5834 1,442 Industrial/Godown 45.00M 10.50 276
27/2/81 5835 1,423 Industrial/Godown 39.00M 10.50 261
5836 2,768 Industrial/Godown 78.00M 10.70 245
27/3/81 5850 4,600 Industrial/Godown 86.00M 8.90 195
5856 2,700 Industrial/Godown 57.00M 10.70 183
30/4/81 5858 2,704 Industrial/Godown 50.00M 9.10 189
5859 2,600 Industrial/Godown 48.00M 9.10 188
25/5/81 5848 5,832 Industrial/Godown 101.00M 10.30 156
5849 3,700 Industrial/Godown 74.00M 10.70 174
5862 1,399 Industrial/Godown 26.50M 7.30 241
5863 1,445 Industrial/Godown 26.50M 7.30 233
5870 3,100 Industrial/Godown 45.00M 6.80 198
18/6/81 5864 4,600 Industrial/Godown 64.00M 6.50 199
5892 1,695 Industrial/Godown 31.00M 9.10 187





Date (NKIL) (m2) Price (about)
Lot No Site Area User
Auction Provided
Value
28/8 /81 5873 1,320 Industrial/Godown $18.OOM
8.30 $152
5903 1,445 Industrial/Godown 17.OOM 7.16
152
5890 1,696 Industrial/Godown 30.OOM 9.40
173
5893 1,695 Industrial/Godown 27.OOM 9.10 162
28/9 /81 5904 1,445 Industrial/Godown 13.60M 7.10
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Industrial/Godown 12.40M 7.90 108
5881 2,000 Godown 17.OOM 7.90 100
26/11/81 5860 2,600 Industrial/Godown 20.OOM 8.05 89
5861 2,523 Industrial/Godown
28.60M 9.15 115
21/12/81 595 4,154 Industrial/Godown 34.30M 7.48 102
21/1 /82 5851 4,319 Industrial/Godown 42.80M
9.88 93
5852 4,539 Industrial/Godown 42.80M 9.88 89




2.796 Industrial/Godown 23.00M 10.15 25
2,645 Industrial/Godown 18.OOM 10.16 62
Auction Lot No. Site Area User
Auction
Plot Ratio Accomodation
Date (NKIL) (m2) Price
Provided Value
(about)
19/3/82 5897 3,509 Industrial/Godown $18.00M
7.90 $60
5894 1,696 Industrial/Godown 10.40M
8.10 70
28/4/82 5922 3,050 Dangerous Goods Withdrawn
Godown
31/8/82 5846 6,409 Dangerous Goods 10.00M 10.20
14
Godown
27/10/82 5948 3,120 Industrial/Godown BOOM
7.48 32
31/3/83 5847 6,009 Industrial/Godown 15.50M
8.90 27
18/1/84 5982 4,115 Industrial/Godown
17.80M 4.80 84
TABLE 4
RESULTS OF LAND AUCTION FOR LOTS
OTHER THAN INDUSTRIAL USE IN
KOWLOON BAY RECLAMATION AREAS
Auction/
Auction/ Site Area TenderLot No.
UserTender
Date(m2)(NKIL)Date
Petro-filling $ 18M5917 911.625 /2 /83
Station
Home Ownership 509M5928 45, 48020 /S /83
Scheme
withdrawn2,700 Commercial30 /9/ 83 5891
withdrawn5, 102 Multi-storey28/10/83 5945
Carpark
CHAPTER V
PROFORMA DEVELOPMENT COST ESTIMATE
When buying land for development, the developer is
risking his capital. An upset on the economic scene might
mean that to selling property when it is completed will
be difficult a typhoon might set back completion of the
building for several months fluctuations in wages and
price of materials might cause the construction costs to
soar. If none of these happen, the developer might have
risks,from time to time, in arranging finance, approving
the building plans, awarding the building contract, super-
vising the contractor in stages, and selling the completed
units. Without- a profit element incorporated in
preparing the feasibility study, no developer would under-
take such risks and trouble. As a general practice, 20% of a
developer's profit is considered reasonable to cover all the
above risks.
Break-even Analysis
Without taking into account the profit element, a
break-even analysis presents a clearer picture for
the project feasibility of the industrial developments.
This includes the land premium or purchase price, interest
accrued thereon, construction costs, professional fees for
the consultants and interest on the construction loan.
Besides the interest on bank finance, interest has also
29
been allowed on the developer's cash outlay, and, in normal
conditions,the developer would expect to receive some 14%
per annum on capital invested. This is the same approach
as al l owing 'opportunity cost' for the investment fund.
Generally speaking, an industrial development cannot be
completed in less than thirty months' time, and construc-
tion of the main building takes twenty-four months, if
the construction method is reasonably efficient. In other
words, the sales proceeds and developer's profit would not
be realized for thirty months from the date of purchase of
the land.
A more sophisticated assessment on the basis of break-
even analysis,after taking into account all relevant
factors, is given in following calculation.
Particulars
4,319 m2 (46,489 ft2)Site Area
AClass of Site
45.5 m above Principal DatumHeight Restriction
Industrial and/or godown, canteenUser Condition
with area not exceeding 10% of
total gross floor area
$42,000,000 before 31st March 1986Building Covenant
10.5Plot Ratio Permitted
Plot Ratio Achieved 9.88
42,672 m2 (459,320 ft2)Total Gross Floor Area
HK$
(in million)Estimated Development Costs
42.80Land premium paid
Accrued interest on land premium
17-58@14% p.a. for 30 months
20
Building Costs:
Construction of 42,672 m2 @$1,500/m2
(inclusive of foundation, substructure,
superstructure, lifts and other building
64.00services)
Professional fees @5% on construction costs 3.20
Interest on construction costs
@14% p.a. for 24 months
(taking one third of the total construction
costs as average outlay during construction
5.97period)a
Total development costs: $133.55M




The above break-even development costs can be catego-
rised into three major cost elements: the land premium,
accrued interest on land premium and the building costs.
The building costs, in general, include the construction
costs for the foundation, substructure, superstructure and
all required building services the professional fee for
the consultants such as the Architect, Structural Engineer
and Quantity Surveyor and interest on the construction
loan. Regardless of the financing structure, the accrued
interest on land premium can cover the finance cost to the
bank and opportunity cost for the developer's capital
outlays. Accordingly, the break-even development cost of the
above example can be split per square foot as follows:
a General practice taken by Quantity Surveyor to calculate
the average costs incurred during construction period.
31
Accommodation value 93.20




For all land transactions executed in the past few
years, the average accommodation value has been calculated
for each quarter together with the accrued interest and
building cost. Such analysis is presented in Illustration
4. We can assume that building costs in the past years
have been stabilized and that the only cost difference is
the land price. Further, the accrued interest fluctuates
proportionately in relation to the land price. The
interest element, by taking 14% p.a. as average for thirty
months, is almost equal to 40% of the land price. This
means that developers suffer more if they have overpaid
for the land premium. For some lots, for which developers
paid only a nominal premium, the break-even development
cost is below even the prevailing market selling price for
the industrial areas in less convenient locations in the
New Territories. But for most cases, the break-even costs
are way above the $300 level. If adding a 20% developer's
profit, the selling price must reach $360 per square foot
in order to break-even. This pricing level is unaffordable
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MARKET TREND FOR INDUSTRIAL DEVELOPMENTS
General Overview
Since mid 1981, average prices for industrial premises
have dropped by as much as 45% and rents by 25%. The principal
reasons are the economic recession affecting Hong Kong's
main trading partners, the United States and Japan, and the
oversupply of industrial accommodation in all industrial
areas, currently estimated at around 11.5 million square
feet. As a result of recession, exports have fallen and
production has been cut back,causing estimates of GDP
growth to be revised. Demand for industrial space has
slackened,and this, coupled with oversupply, has resulted in
a sharp decrease in industrial land prices at the Public
Auctions held by the Government. High interest rates and
the economic climate have pushed speculators from the
market, which at present reflects only end-user demand.
However, Hong Kong industrialists and foreign
investors can now obtain lower rents and prices than at any
time since the early 1970's. In some areas, prices for
newly completed buildings are less than construction costs
at today's rate. Low land and accommodation costs should
contribute to the competitive pricing of Hong Kong's
products in world markets, and manufacturers should be able
to re-establish their edge over Taiwan and Korea. They
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will also be well-prepared to take full and swift advantage of
the economic recovery in the West and any relaxation in the
protectionist policies of Hong Kong's trading partners.
Supply, Take-up and Vacancy
The Supply, Take-up and Vacancy portion of the flatted
factories in Hong Kong is summarized as follows:
('000 m2)







The total gross floor area completed during the year
is 'the supply', and the net increase in occupied floor
space of the industrial buildings is the 'take-up'. The
vacancy at the beginning of the year together with the
supply after deducting the take up is the vacancy at the
end of the year, which is expressed as a percentage of the
total stock. Trends over the past ten years are presented
in Illustration 5. We can see that the space. taken
up in 1980 was greater than the supply in 1980 and hence
the vacancy was the lowest. After that, we anticipate an
increasing trend in vacancies.
The 1982 supply was just over 1 million m2 and was in
line with the average supply for the previous five years.
In contrast, as a result of the slowdown or deferment of
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previously expected by the Rating and Valuation Depart-
ment of Hong Kong Government. With take-up down for the
third successive year, vacancies increased by 53% to 1.219
million m2, an amount exceeding the year's supply. Of
this amount 65% was in the New Territories and, of this
65%, 54%, in turn, was in Kwai Chung/Tsuen Wan. However,
in relation to total stock, the two districts with the
highest vacancy percentage were Tai Po and Sha Tin with
Tuen Mun a close third. Under 60% of space vacant at the
end of 1982 was completed during 1982. The overall
vacancy trends are clearly stated in Table 5.
Industrial Developments in Kowloon Bay
The statistics on the supply and take-up of the
industrial premises in Kowloon Bay are not available as
this industrial zone is still under development. In 1981,
several piling works were begun, and some sites even had
the basements built. But most of these construction works
had ceased in mid 1982, and mainly because the developers
had decided to reschedule their development programme
unless a more clear indication of future economic recovery
could be expected. As the developers had overpaid for the
land premium for most of the industrial lots in Kowloon
Bay, prolonging the development with a 'wait and see'
attitude was the only alternative. In order to avoid
further spending at the construction costs, some owners
even left their sites idle.
Although over 50 lots have been auctioned in the past
4 years, only 7 industrial developments are presently in
progress. The majority are being developed by the owners
as end-users. There is no prosperity for the developers
who have brought the land in 1980 and 1981, as the
selling price of their developments must reach above $450
per sq.ft. in order to break-even. This price level is
considered on the high side as compared to those in the
neighboring industrial areas of Kwun Tong and Hung Hom.
These two areas are considered more established as
industrial zones. Hence, a development with flatted
factories for sale is rare. Apparently, only two
developments are progressing on this basis.
The overall development for this area is considered
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The total failure of overall development in Kowloon
.Bay cannot be blamed solely on the Government's policy for
industrial land. Such a policy, on the other hand, should
enhance for the economic development of Hong Kong.
Providing more reasonably-priced industrial premises for
manufacturers should attract more foreign investments to
Hong Kong. The formation of Tai Po and Yuen Long
Industrial Estates were implemented under such a policy.
Industrial lots provided in these two areas are mainly for
end-users, who require low-ris'e factories for their
operations. Kowloon Bay Reclamation Areas are more
flexibly planned in that various sizes of lots are available
for end-users and private developers. Developments for
flatted factories are also encouraged by the Government in
that a certain portion of the industrial building should be
developed as small factories as stipulated in sales
conditions of some lots.
The overwhelming participation of the developers in
Kowloon Bay are deemed the main' cause for such failure.
Taking this opportunity, the developers' investment policies
are thoroughly reviewed.
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Review of Policy Formulation
The formulation of organizational objectives,
strategies, and policies has always been one of the most
important aspects of managerial work. During the past
decade, the need for improved general management concepts
and tools has risen steadily as a result of increasing
environmental turbulence and organizational complexity
concurrently, major strides have been made in the concepts
and tools available for improving strategic management
skills.1
For most of the local developers in Hong Kong, the
process of formulating policies is quite informal, and
sometimes even inconsistent. Because of the increasing
complexity of the business environment, the environmental
forecasts should be factored in strategic planning.
However, all these are not emphasized by developers.
Prior to 1982, the property business in Hong Kong
commanded more importance than in any other parts of the
world. A large portion of loans made by banks in 1980
were believed to be related to property development.
Further, the property business had provided about 35 percent
of the revenue of the Hong Kong Government in 1980. In
fact, some analysts had accused the Government, together
with the banks and developers, of maintaining an
artificially high level of property prices. Speculations
on land became overheated as huge profits were created
1 C.W. Hofer and D. Schendel Strategy Formulation: Some
New Perspectives Strategy Formulation Analytical
Concepts. (St. Paul, Minnesota: West Publishing, 1978)
P. 205
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for some real-estates transactions. Small speculators
have also entered and overflowed in the market where pre-
selling was a general practice. Hence, the actual demand
was ignored and developments of any kind could sell.
Having been misled by such an artificial market boom, the
developers were spoiled and neglected the importance
of policy formulation.
However, the one external factor that gave the developers
insufficient time to review their investment policies was
that the property market in Hong Kong was competitive and
changing rapidly all the time. Hasty decisions are
inevitably made as the opportunity to acquire land was so
limited. Without having done a detailed development plan
or market study, the developer just jumped into a deal
if a piece of land became available to him.
Traditional Decision-Making Process
Other than British-controlled property companies, the
Hong Kong property-development industry is mainly made up
of major Chinese developers. They are deeply involved in
the development of commercial, residential and industrial
properties. Certain new rising developers,mostly of
Southeast Asian, are also quite active in this field. Most
of the participants in Kowloon Bay Reclamation Areas were
Chinese developers, and•to understand their process in
decision-making is a must. The Chinese developers in Hong
Kong are mostly family controlled and are generally headed by
the entrepreneur who founded the company. Usually, the
chairman or chief executive retains overall control of his
company's operations,and all business decisions are
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supposed to be made by him. For some publicly-quoted
companies, the approval of a Board of Directors is only a
formality as long as the chief executive has decided to
invest. Traditionally, the 'one-man show' in making
decisions is a typical phenomenon for Chinese developers.
Such decision-makers claim to be fully aware of the
movements of property market and to have knowledge of
even small details in this business. Worry over
information leakage is usual, therefore, the Chinese
developers retain tight control of the company's
operations. In making decisions, they usually rely on
their experience and knowledge. But, it is too much for
us to expect these chief executives to be that
knowledgable and to have that a clear picture of the
Hong Kong property market in their minds. Sometimes,
investment decisions are made with bias if the chief
executive has an over-optimistic view of the future
market without substantial market study to support his
expectations.
Formation of a Syndicate
As a result of rising land costs, the joint-venture
developments became a common practice, since a large
development. project would be financially too risky for
an individual developer. Joint-ventures help to spread
risk and investment, and certainly reduce competition
among developers. They can also create or improve
relationships among the development companies. In good
days, there was room for cooperation among directly
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competitive developers, with enough profits to keep the
joint-venture partners happy. However, the formation of
a syndicate in acquiring the industrial lots in Kowloon
Bay did not come out as well.
To prevent the auctioneers from outbidding each other
in the public auctions, a joint-venture arrangement among
the participants can prevent the rewarding to the
Government of a windfall benefit from land sales. This
was extremely common at the commencement of land sales
in Kowloon Bay Reclamation-Areas. The top executives of
property companies went to the auctions, and syndicates
were informally formed. The participants and their
respective interests in acquisition might differ from
lot to lot. As a result, most of the industrial lots
sold in 1980 with the instalment payments attached were
under such arrangement, except several godown lots
purchased by Chinese interests. Without that sort of
arrangement, none of the end-users could succeed in those
auctions. All such land transactions were the major
source of the future supply of flatted factories, and
developers planned to pre-sell such premises before the
actual completion in order to get quick profits.
The participants' interests in these jointly-owned
lots varies from 10 to 30 percent. Usually, the major
shareholder will be responsible for the project
management of the development and will arrange the
appointment of consultants, obtain the bank finance,
reward the construction contracts to reliable contractors,
and monitor closely the development progress. When the
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market is booming, the participants will leave a free-
hand to the syndicate leader or project manager to make
operational decisions. Their only concern is to shorten
development time and to get windfall profits as soon as
possible. However, when the market starts to soar, it
is a difficult task to get a unanimous resolution from
all participating partners.
One primary intention of the major Chinese developers
in forming the syndicate was to monopolize the supply of
industrial premises in Kowloon Bay. This was confirmed
by the aggressiveness they showed in the early auctions
held. With full financial support from the banks and
prosperity to presell, the actual capital involvement
might not be that substantial. The fastest cycle for
this development exercise was two years as the developers
can commence preselling when the superstructures have
been completed up to the podium floors. If the market
continued to boom, the monopolization would not have been
impossible. The bank could fin?nce up to 80% of the land
premium and 100% of the construction costs during the
boom of property market.
The trend of joint-ventures continued in the first
half of 1981. After that, the prime rate of interest
reached 20% p.a., which made the manufacturers bear extra
carrying costs for their operations. With the world
recession hitting Hong Kong, manufacturers had problems
in just surviving, hence, the demand for industrial
premises diminished. The small operators and speculators
who bought real-estate properties in the boom of 1.980
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ended up being hurted by the high interest costs and the
swiftly softening market. Many speculators, large and
small, who had held their units in the past years, rushed
to realize their profits by selling, creating an over-
supply of industrial premises. Prices dropped so
substantially that the syndicate participants could
hardly expect their end products to be sold even with
break-even costs.
The borrowing power and liquidity of the syndicate
participants was often not equivalently sound. When the
banks tightened up their policies in granting loans for
real-estate investments, some developers faced cash-flow
problems and were forced to defer their developments.
This situation also affected-the industrial developments
in Kowloon Bay. The monopoly could not come true as some
participating developers encountered financial problems
in fulfilling their previous syndicate commitments. As
a whole, the other participants, though financially
strong, were unable to take up those additional interests
and were forced to default. This is one fundamental
disadvantage of having formed the syndicate.
Industrial-Office Concept
It was ideally planned by the developers to treat
Kowloon Bay as a right substitute to Tsim Sha Tsui East,
which was another newly developed area, mainly with
commercial and hotel developments. Basically, 'office'
buildings with high quality finishing specifications we- re
planned, for example, the installation of curtain walls,
though the lots in Kowloon Bay were restricted by the
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Lease Conditions to be used for industrial purposes only.
The "industrial-office" concept was-believed to be highly
feasible, as the office users were required to pay only
half of the price of the commercial space and have the
same substitute in Kowloon Bay, though it was considered
a secondary location as compared to Tsin Sha Tsui East.
Therefore, the developers expected to sell the
industrial premises at such price levels when they
prepared their project feasibilities. As explained in
Chapter IV, most of the lots were sold with accommodation
value above $270 and break-even development costs in the
range of $450 per sq. ft. This was unaffordable to
manufacturers using the premises purely for industrial
purposes. However, office-users who were paying $1,500
per sq.ft. for commercial premises in Tsim Sha Tsui East,
could easily commit themselves to buy such replacements
at $600 per sq. ft. in Kowloon Bay. If such fantasies
had come true for the developers, windfall profits would
have been derived.
However, with most of the office buildings completed
in 1981, the heaviest area of vacancy was located in Tsim
Sha Tsui East, which resulted in a substantial drop of
office prices to around $1,000 per sq.ft. Further, the
pricing level fell below that range for office developments
in secondary locations. "Industrial-office" developments
in Kowloon Bay could not be treated as a rights substitute.
Such concepts became another failure, which also caused
the failure of overall development in Kowloon Bay.
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CHAPTER VIII
OTHER PROBLEMS ENCOUNTERED DURING DEVELOPMENT
The real estate boom in 1980 and 1981 was largely
because of the overflowing speculations, while the actual
demand was totally ignored. When the world-wide recession
came, the manufacturing industries in Hong Kong were badly
hit. The demand for industrial premises diminished
substantially. The Industrial-Office concept was proven
a failure since the price of real office premises also
dropped tremendously. Besides economic factors, political
uncertainty has also become a major factor in causing the
slow-down of the market. Other than these, the failure of
overall development of Kowloon Bay Reclamation Areas is
also due to other problems encountered by the developers
during development.
Technical Constraints
The developers may have under-estimated the foundation
costs for their projects in Kowloon Bay when preparing the
feasibility studies. The whole district was reclaimed
about 10 years ago with deposited granite fill, ranging
from 7.5 m to a maximum 12 m in depth. Beneath this,
there is a layer of marine deposits with thickness varying
between 1.5 m and 7 m, but, on average, 4 m thick. Further
downward, a layer of alluvium lies at an average thickness
of 18 m. Weathered granite of 15 m to 35 m thick is found
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over most of the areas. In general, the depth of bedrock
varies between 35 m to 60 m below the existing ground
level. In some extreme cases, bedrock cannot be found
even at a depth of 80 m below ground level. Such
geological conditions are considered extraordinarily
poor.
Only two types of foundation are considered to be
technically feasible solutions for industrial developments
in Kowloon Bay: either to drive steel H-piles to be
founded on moderately to slightly weathered granite or
to bore cast in-situ piles to be founded on bedrock. As
the bedrock level is so deep, higher piling costs would
be incurred. As a rule of thumb, the foundation costs
should be only 5 to 10% of total building costs, however,
such costs for developments in Kowloon Bay equal to 15
to 25% of total building costs. Such high foundation
costs were unexpected by most of the developers when they
acquired the land pieces at the commencement of
Government's land sales programme. Hence, they suffered
bitterly by over-paying the land premium and encountering
such unexpected costs.
Financial Constraints
The artificial market boom for real-estate was
affected with the banks and deposit-taking companies
being accused due to their lending policies. In 1980, a
large portion of loans made by banks and deposit-taking
companies was believed to be related to development or
sale and purchase of real property. The developers
49
could easily obtain 80% finance on land premium and 100%
finance on construction costs. All interest could be
accrued till full repayment. During that time, quite a
few foreign banks came to Hong Kong with anticipation of
the potential economic activities of China. Hong Kong's
excellent communications, infrastructure, banking,
professional support and minimal governmental regulations
and control had attracted many such financial institutions
to establish their regional headquarters there. In order
to create.more business, these newcomers adopted lending
policies that were probably too loose. The security for
mortgage in real-estate finance could be the land piece
alone, but, besides that, the developer or mortgagor had
only paid 20% of the land premium.
Due to the sudden drop of land prices in mid 1981,
the bankers were forced to become more conservative in
rendering finance for real-estate development. By that
time, the price of industrial land in Kowloon Bay had
-already decreased by over 40%, which made the banks
start worrying about the securities pledged. If they
continued to support the development on the original
terms, the one who suffered from market slow-down would
not be the developer but the banks. They reconsidered
the financial package granted to developers by reviewing
the borrower's liquidities, financial strength and other
commitments. As a result, the original loans were
rescheduled and less favorable terms were reoffered, and
the developers had to put up more capital outlay in order
to complete their industrial developments in Kowloon Bay.
50
Previously, the developers were required to invest
only about 20% of the total development costs, but then
were required to spend up to 50% of total development
costs after the loan was rescheduled. This pushed some
developers, who had over-committed themselves, to suffer
cash-flow problems. Some of the participants of the
Syndicate facing liquidity problems forced the whole
group to default. Such financial constraints pressed the





The actual survival plans taken by the developers in
Kowloon Bay have been either to prolong their developments,
some even leave the sites idle, or to default by stopping
paying the instalments on land premiums to the Government.
Most of the lots sold in 1980, attached with the attractive
payment terms, were sold to the syndicate of developers.
Several godown lots were sold to Chinese interests.
According to the payment schedule, 52% of the total land
premiums had been paid to the Government, and the remaining
balance was in the range of $165 as the accommodation value.
However, by the end of 1981, the accommodation value of
the industrial lots had decreased by 65%, reaching a $100
level. This was apparent enough so that it was more
worthwhile for those developers to default and purchase
new land pieces. Consequently, most of the developers
decided to default. Some, who had commenced the piling
works and substructures, were forced to leave all these
behind and walk away.
After 1980, all land purchasers were required to pay
full premiums. Most of those developers had decided to
prolong the development or to shelf their projects for the
time being. As a result, only the land purchasers, who
were the end-users, commenced construction works. Up to
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now, only two projects are understood to be developed
for flatted factories. Continued development of typical
industrial buildings will be financially feasible only if
the market really recovers. Other alternative survival
plans could serve as a tool to categorize this development
into other market segments to avoid direct competition
from other industrial areas. Such plans are to improve
the building design and to upgrade building management
services for the future development in Kowloon Bay.
Improvements on Building Design
Although the completion of a high-grade industrial
building requires more construction cost, only a limited
number of buildings are of this nature so that good price
can be expected upon the building's completion. It is a
general trend that manufacturing industries such as
electronics, fashionable garments, research and develop-
ment, etc. in Hong Kong are more technologically
oriented rather than labor-intensive. All these
industries will prefer buildings-of higher specifications
to accommodate their operations. The elevators should
be designed with higher specifications in order to smooth
out vertical transportation. Central air-conditioning
systems will be installed, with various outlets for
temperature control for the users.- Other building
services, such as fire fighting facilities, security
control, heat and sound insulation will all be emphasized.
Such building design creates a suitable working environ-
ment for high-tech business operations. Presently, these
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high technology industries can hardly locate this type of
building, but they can afford to pay the higher price.
Therefore, a continuing demand for this type of industrial
development is anticipated.
Upgrading Building Management Services
Upgrading building management services is another way
to differentiate development from other typical industrial
buildings, where only basic services are provided.
Industrialists are concerned about loading/unloading
efficiency, and usually one finds the parking space of
older industrial buildings jammed up with trucks waiting
for limited loading bays. Effective car park management
can eliminate most of the problems of overcrowding and,
of course, the Architect should get the support from the
developer to design an efficient and ample loading area.
Security control is also important as the value of
inventory or finished products in storage is quite
substantial. Surveillance control to be installed by the
users independently is not enough. The whole building
should be outfitted with a sophisticated security system,
and, with constant patrol, it can ensure overall safety.
Such a system might not be workable without the close
monitoring by the management staff.
These survival plans are considered as a feasible
solution for the developers who are in the property slump
in Kowloon Bay. To look for other potential market
segments, rather than relying on flatted factories of
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general use is advisable. Other than this, the existing
land owners should look for some end-users in a joint
venture arrangement. To understand their requirements and
to design the building to suit such purposes is another
way to proceed with their industrial developments rather
than being passive and leaving the sites idle.
CHAPTER X
INVESTIGATION OF ALTERNATIVES
In light of the property market slow-down, it is time
for the Government to review their policies in land supply
for Kowloon Bay Reclamation Areas. Waiting for the
economic recovery to create a demand for industrial
premises cannot solve the problem. If the overall develop-
ment-of this area can be carried out according to the
original town plan, it would be an ideal industrial zone
for manufacturers. Due to the limited development
activities in this area, transportation., supporting
services and other ancillary facilities cannot be
programmed and provided on time. Development as a full
scale industrial zone will certainly affect the
attractiveness of this area.
Land Rezoning
The Government recognized the oversupply of industrial
land pieces in Kowloon Bay and reconsidered the land zoning
for this area. The Outline Development Plan for Kowloon Bay
Reclamation Areas was revised and publicised in November
1982, with land uses as shown in Illustration 6. A comparison
of the schedule of uses and areas for this plan with the
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Source: Town Planning Office. Kowloon Planning Area 16, 17 Kowloon Bay
Reclamation- Outline Development Plan. April 1981 and November
1982.
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Generally speaking, residential zones have increased by
45% in that a large piece of land adjacent to Kai Yip
Estate has been rezoned for a Prviate Participation Home-
ownership Scheme, where industrial uses were planned
originally. The 4.54 hectacres land was successfully
sold in May, 1983. It is claimed to be the largest home-
ownership housing project ever under-taken in Hong Kong
in that 5,900 residential units in 22 housing blocks
will be built. Commercial spaces and other recreational
facilities are also to be provided. Upon completion in
early 1986, this project will provide ideal homes for
some 24,000 people.
Further, 3.63 hectacres of land has been rezoned for
educational purposes to serve the above housing project.
Public district open space has also been increased by 20%.
More roads and pedestrian 'ways will be built. Commercial
zoning has been increased by slightly over 6%. As a
result, the total area for industrial use has been
reduced by 15% to 45.27 hectacres, representing 21.69%
of the total development area. It formerly occupied
25.65% of the total development area.
This indicates the Government's firm intention to
review its land policies for this area. However, without
a suitable land sales programme, the success. of bringing
this development plan into reality is still in question.
The Town Planning Office should constantly table this
zoning plan for review in order to achieve an equilibrium
of land use in this area.
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Revision of Land Sales Programme
The Government has re-scheduled the land sales
programme for Kowloon Bay Reclamation Areas since 1982.
Only nine industrial lots were offered for sale and seven
were successfully sold out. Although quite a few
industrial land pieces have been rezoned for other uses,
the supply of industrial lots available for sale is still
abundant. This is because many purchasers defaulted and
surrendered their land to Government, especially those who'
purchased their lots in 1980. After taking over the
ownership of the defaulted land lots, the Government
assigned new lot numbers to them and reprogrammed them for
sale. An industrial lot N.K.I.L. 5982, recently sold to
a Chinese interest at an accommodation value of $84, was
originally lot N.K.I.L. 5812, sold in 1980 at $300.
A more flexible land sales programme has been taken
by the Government in order to arouse sufficient interest
in industrial developments that will eventually lead to
a continuous supply of industrial premises in this area.
According to the provisional land sales programme for the
first quarter of 1984, no industrial lots will be offered
for sale, except two godown lots for dangerous cargoes.
These lots will be programmed for sale in form of auction
or tender only if developers have applied to the Land
Office. In other words, the Government is also taking a
'wait and see' attitude for its land sales programme.
But better than this, the Government should consider
to offer better terms to industrialists as end-users to
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build their own factories. Priorities should be given to
these manufacturers who have contributed to the economic
recovery of Hong Kong. An end-user could offer an
affordable price with instalment payment terms and offer
to develop the land to a plot ratio suggested by him, if
acceptable to the Government. This would arouse more
development activities in this area.
Relaxation of Building Covenants
Should the industrial development in Kowloon Bay
continue to be quiet, there might be a supply shortage
of industrial premises, as manufacturing activities are
expected to increase. There is always a continued trend
for manufacturing industries to concentrate in urban
areas. Kowloon Bay has the qualifications for becoming
an ideal industrial zone. With cash short developers
having decided to prolong their developments, a constant
supply of industrial premises in this area cannot be
expected. The Government should consider relaxing the
building covenants as originally stipulated in the
Conditions of Sale.
The Government should study various possibilities to
relax the building covenants, either to extend the
practical completion date or to reduce the construction
cost to be expended for the development. As the original
sum was close to market building costs for the whole
development, most of the developers hesitate to proceed
unless a firm indication of market recovery can be given.
If less restrictive covenants are given, the developers
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could be encouraged to plan their developments into
phases. The construction cost to complete a phased
building can be considered one way to fulfill such
building covenants. This can ensure a constant supply of
industrial premises in Kowloon Bay Reclamation Areas.
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CHAPTER XI
OUTLOOK OF OVERALL DEVELOPMENT
The declining trend of prices of industrial premises
and the large amount of vacancies at the end of 1982 seem
to have induced potential buyers to adopt a 'wait-and-see'
attitude and hence to have contributed to the cooling down
of the market. Generally speaking, the property market in
1982 has three particular characteristics:
1. For practically all types of premises, prices
have fallen more substantially and on a more
widespread basis than have rents.
2. Prices and rents for premises in prime locations
have been more stable than for those in other
locations.
3. The magnitude of the reductions in prices and
rents has been most marked for shops, offices
other than those in prime locations and residential
premises.
The reductions were less for industrial premises,
while offices in prime locations were the least
affected.'
The property market in 1983 was similar, however, as
asking prices for industrial premises have become more
realistic, demand in established areas,such as Kwun Tong,
Tai Kok Tsui and Wong Chuk Han g,appears good. As a result
of the end of the world recession, it is a good indication
1 South China Morning Post, Hong Kong, May 28, 1982.
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that existing industrialists are starting to expand their
operations and require more space. End-user's require-
ments for space in all sectors are expected to increase
gradually over the next two to three years when the
economic growth continues. Due to the severe oversupply,
those industrial buildings in established areas,
constructed to high standard combined with quality
management services are going to benefit first- simply
because the end-users have a vast selection of properties.
The long-awaited upturn of the property market based on
lower interest rates and revived industrial activities has
started and will materialise soon. Some other analysts
believe that the market will remain in the doldrums until
a fairly firm indication is released as to the post-
1997 situation. However, the time is ripe for investment
since many properties are on the market at or near basic
development costs with resultant yields on investment in
many instances in double figures. Actually, a few foreign
property traders have come and hope to capitalize on the
potential boom resulting from South China's Sea oil
exploration. But, we expect the future property market to
be healthier with less speculators involved. We hope
demand and supply will balance. Such market conditions





One can hope that the over-supply of industrial
buildings will level out more quickly than previous fore-
casts have indicated. But the success of overall develop-
ment in Kowloon Bay relies heavily on the joint efforts
made by developers and the Government. By rezoning the
land pieces and revising the sales programme, the Government
can eliminate the oversupply of industrial land in Kowloon
Bay. Should the Government consider the relaxation of
building covenants on those lots previously sold, it could
encourage developers, who had idled work at their sites,
to once again commence building works. Hence, a constant
supply of industrial premises can be created for this area.
Although the Government can play an important role to
push the overall development of Kowloon Bay nevertheless,
the developers should play the leading role. Developers
should place more emphasis on the formulation of policies
in order to avoid making hasty decisions. Chinese developers
of the entrepreneural type are advised to delegate more to.
other executives. Decisions should not be made by solely
relying on the chief executives' instinct reactions. but
thorough market studies, forecasts and detailed feasibility
studies. Being too ambitious, the developers can easily
over-commit themselves, which might end up with them being
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faced by liquidity problems. Before jumping into joint
venture deals, the developer should clearly evaluate
his partners' financial strength in order to prevent
being affected 'by defaulting actions taken by the
partners during a market slump.
The "industrial-office" concept was generally taken
as a feasible solution to create a different market
segment for industrial developments in Kowloon Bay and
was proven to be a total failure. Improvements on the
design of industrial buildings together with provision
of quality building management services is the only
feasible way to create a different market segment for
the developers. Good quality buildings located in one
of the established industrial areas need not complete
directly with cheaper, multiple-tenanted industrial
buildings, which are very basic in nature and constitute
large portions of the existing over-supply. Land-owners
in Kowloon Bay must adopt such policies in order to
survive their investments. Further, the demand derived
from the end-users should not be neglected. To
understand their requirements and try best to design the
building accordingly can ensure their taking-up part of
the building upon completion.
After all, the developers should tighten up their
processes in formulating investment policies, and should
not take any speculative attitudes.. Certainly, the
bitter experience of participating in Kowloon Bay in the
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